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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless otherwise indicated 


Exchange Rate: 
1977 US$1.00=SR 3.5251 
1978 US$1.00=SR 3.3996 Percent 
1979 US$1.00=SR 3.38e Change 
1977 1978 1977/78 1979e 


INCOME AND PRODUCTION 


GDP* 
GDP (at 1969/70 prices)* 
Per Capita GDP (US dollars) * 
Non-Oil GDP 
Non-Oil GDP(at 1969/70 prices)* 
Crude Oil Production 

(million bbl/day) 


MONEY, BUDGET, PRICES 


Money Supply (year-end M3)* 
Government Budget 
Revenue* 
of which Oil Revenue* 
Expenditure* 
of which Investment Budget* 


Cost of Living Index 
Non-Oil GDP Deflator* 


TRADE AND BALANCE OF PAYMENTS 


Total Government (SAMA) Foreign Asset 
Official (SAMA) Gold and Foreign 
Exchange Reserves 
Current Account Balance 
Exports (FOB) 
U.S. Share (%) 
Imports (CIF) 
U.S. Share ($%) 


Principal Imports from U.S. : cars and trucks; aircraft; cereals and 
preparations; electric power equipment; construction and mining 
equipment; heating and cooling equipment. 


e = estimated 

*Saudi Fiscal Year 1977 - June 28, 1976 to June 17, 1977 
1978 -— June 18, 1977 to June 6, 1978 
1979 - June 7, 1978 to May 26, 1979. 

1/ January to June Average 

2/ Second Quarter 1978 

3/ February 1979 


Sources: Saudi Arabian Monetary Agency; Ministry of Finance 
Central Department of Statistics; International Monetary Fund. 
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SAUDI ARABIA 


SUMMARY 


Increased crude petroleum prices and a likely rise in annual 
average daily oil production in 1979 should lead to a record 
level of exports and higher Gross Domestic Product (GDP) 
growth rates than those recorded last year. Oil output rose 
to over ten million barrels per day (b/d) in November and 
December from summer lows of around seven million b/d. 
Production averaged 9.5 million b/d for the first quarter of 
this year and, according to Saudi Government announcements, 
will return to the traditional maximum of 8.5 million b/d for 
the rest of this year. The non-oil sector of the economy 
continued its dynamic performance though real rates of growth 
seem to be declining slightly from record levels. 


The decline in oil revenues during the first three quarters 
of last year combined with increased spending led to pressure 
on the budget in mid-1978. The Saudi Government moved 
quickly to institute measures designed to bring expenditures 
under control. This action has resulted in a slowdown in 
contract awards and increased cost consciousness on the part 
of government project ministries. This efficiency drive has 
shown no signs of abating as oil revenues have rebounded. 
Attention to cost control is likely to remain official policy 
for some time to come. 


The Saudi market has become much more competitive as private 
consumers and businesses, as well as the government, become 
increasingly sophisticated and demanding. Increased 
competition due to the removal of major supply bottlenecks 
has continued to- reduce importers', contractors', and 
investors' margins from the"gold rush" levels of the 1974-76 
oil boom, though returns still remain very attractive by 
world standards. 


Rising export earnings are unlikely to result in a return to 
the days of massive current account surpluses as fiscal 
restraint is likely to reduce only slightly the rate of 
import growth. Many projects are now entering their most 
import-intensive phases which makes trimming planned overseas 
purchases particularly difficult. 


While the number of new government projects this year will 
probably not be up to the Saudi standards of recent years, 
this market remains the most interesting in the Middle East 
for U.S. exporters. Given current cost consciousness, 
somewhat more realism and patience in contract negotiations 
with the government may be required than in the past. 
Attractive opportunities are, however, still available, par- 
ticularly in joint ventures with Saudi companies. U.S. 
exports should, despite increasing European and Asian com- 
petition, show some growth again in 1979, though it will be 
difficult to maintain the traditional U.S. market share. 
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CURRENT ECONOMIC SITUATION AND TRENDS 
OIL SECTOR 


Oil accounts for almost two-thirds of national output and as 
such continues to have a predominant influence on key 
macroeconomic aggregates: exports, GDP, and government reve- 
nue. 


Despite bouyant performance by the non-oil sector in both FY 
77 (June to June) and FY 78, a stagnant oil sector in the 
latter year was primarily responsible for a decline in the 
real GDP growth rate to less than half of that achieved in FY 
1977. 


The worldwide oil market glut of mid~-1978 evaporated quickly 
in the fall as normal stock building for winter and the 
disruption of supply from Iran combined to boost Saudi oil 
sales. Last winter's market tightness due to the virtual 
halt in Iranian exports was also the major cause of soaring 
spot market prices and of the OPEC December decision to 
raise oil prices in quarterly increments by a total of 14.5 
percent over the course of 1979. Continuing market 
stringency led to the OPEC decision this spring to charge 
"fourth quarter" prices (ie-e., the full 14.5 percent 


increase) beginning in the second quarter. Another meeting 
of the oil producers is scheduled in June which is likely to 
debate the merits of yet further increases in light of the 
widespread surcharges already being levied by many producers. 
Saudi Arabia had not imposed a surcharge as of mid-May 1979. 


During this period of supply disruption and _ unsettled 
markets, Saudi Arabia increased production from mid-summer 
lows of slightly over seven million b/d to over ten million 
b/d in November and December of 1978. Despite this year-end 
production surge, annual average production in 1978 did not 
exceed the 8.5 million b/d ceiling which has been imposed on 
Aramco, (the producer of over 97 percent of Saudi oil) by the 
Saudi Government since 1974. Due to exceptional market 
conditions which continued into early 1979 the Saudis allowed 
the production ceiling to be raised to 9.5 million b/d for 
the first quarter. Actual production for this three month 
period was right on target. Oil Minister Yamani has 
announced that his government has no intention at present to 
allow production to exceed the normal 8.5 million b/d ceiling 
during the remainder of 1979. 


Despite the return to traditional production limits, oil 
revenues are likely to reach an all-time high in 1979, even 
if prices are not increased again this year. This will be 
immediately reflected in higher export statistics, rebounding 
government revenue and higher GDP growth. 





BUDGET DEVELOPMENTS 


Since the lion's share of revenues from crude petroleum sales 
goes to government coffers, it is through public sector 
spending that oil affects the rest of the economy. As a 
result of the slack oil market in mid-1978, production and 
revenue fell to well below anticipated levels. At the same 
time many projects initiated during the 1974/75 period had 
arrived at a stage which required major funding. 


Also, by 1978 many supply bottlenecks to development had been 
eliminated. Port congestion had eased considerably and the 
supply of required imports was facilitated. The necessary 
corps of skilled advisors and consultants had been assembled 
by various ministries to assist in bid evaluation and 
contract supervision. A lively domestic construction and 
general contracting industry had developed. In short, the 
efforts of the past few years to increase the ability to 
spend oil revenues for domestic development had come to 
fruition. Perhaps the best indication of the progress in 
increasing absorptive capacity is the 1977 spending record -- 
over 95 percent of budget expenditures were actually dis- 
bursed. 


This pattern of declining revenues and rising spending led to 
increasing pressure on the budget starting in the second 
quarter of 1978. Reserve drawdowns in September 1978 and 
January 1979 totaling three billion dollars were transferred 
to the government's operating and investment budgets. 
Project budgets of all ministries were reportedly made sub- 
ject to reduced across-the-board ceilings in June. 
Adjustment by ministries to these measures caused some con- 
fusion during the summer, but by the beginning of the last 
quarter of 1978 a fairly consistent pattern had emerged. A 
high profile government-wide cost cutting program was insti- 
tuted with the active participation of the Ministries of 
Finance and Planning as well as the Royal Commission for 
Jubail and Yenbu. Crown Prince Fahd publicly endorsed these 
measures in January 1979, firmly insisting that the govern- 
ment fulfill its responsibilities "to see that costs are 
realistic." A seminar for cost control and estimation was 
offered by the Royal Commission for Jubail and Yenbu for 
project officers in other ministries. The Ministry of 
Finance moved quickly to introduce a more refined cost 
control system. All ministries were urged to scrutinize 
"extravagant" specifications to curb waste. 


The result of these measures has been a marked slowdown in 
placing new orders, a stretching out of implementation 
periods for some projects and delays in payments to contrac- 
tors. Local banks report a brisk trade in bridge financing 
for unpaid contractors. Advance "mobilization" payments to 
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contractors which traditionally amounted to twenty percent of 
the contract price now average half that amount. Local 
business contacts indicate that ministries have been known 
to retain the bonds of several of the lower bidders for a 
tender and attempt to bargain for prices below the original 
low bid. Another trend is for projects to be broken down 
into smaller segments than had previously been the norm in 
order to maximize competition. 


These cost-cutting moves, instigated as a result of budget 
tightness, have shown no signs of melting away in the face of 
increased oil revenues. On the contrary, momentum generated 
by the careful review of ways to accomplish more efficiently 
national development goals is likely to affect procurement 
policies far into the future. 


INFLATION 


The oil boom of 1974-76 resulted in staggering rates of 
inflation, housing shortages and port congestion. Energetic 
government efforts to curb these problems during 1977 proved 
quite effective. Stringent enforcement of measures designed 
to streamline port operations in Jidda and Dammam, coupled 
with expanded facilities, has eliminated once lengthy vessel 
waiting times and relieved severe shortages of many products. 
The housing market has softened considerably with many units 
now standing empty in major cities. The Saudi government has 
imposed price controls on an increasing number of goods at 
the wholesale and retail level. Bids to government entities 
are being scrutinized more carefully as price becomes a 
growing concern. The best measure of overall price trends in 
the economy, the non-oil GDP deflator, was halved in FY-1977 
from the 1976 figure of over forty percent and declined to 17 
percent in FY78. (This factor is the number used to 
translate current non-oil output of the economy into constant 
terms for year to year comparisons). 


The consumer price index, a less broadly based indicator, 
actually showed an absolute decline during 1978. This is 
largely due to the fact that over fifty percent of the index 
covers food items, many of which are subject to government 
price controls and receive government subsidies. 


MARKET COMPETITIVENESS INCREASES 


The government was not the only purchaser to become more 
sophisticated and demanding during the past few years. Both 
private firms and individuals have been able to profit from 
increasing real supplies to the economy and increased com- 
petition among purveyors of goods and services. This is due 
not only to the disappearance of port congestion and the 
rapid increase in available housing, but also to the 
establishment of local industries. Construction supplies 
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predominate in the local manufacturing scene though rapid 
growth has been recorded in the consumer goods, industrial 
products, transport, and commercial supplies fields. This 
enhanced competition has led to decreased profit margins for 
importers, contractors and investors. Of course margins had 
a long way to fall from 1974 to 1976 boom heights before 
losing their attraction relative to activities in other 
regions. Most observers find that returns and competiveness 
in Saudi Arabia are merely coming closer to sustainable 
international norms as opposed to the fabulous levels of the 
74-76 "oil boom" atmosphere. 


INTERNATIONAL TRADE AND PAYMENTS 


After declining in 1978, oil export receipts are likely to 
rise sharply this year. This does not, however, herald a 
return to the situation of the mid-seventies when Saudi 
Arabia chalked up current account surpluses approaching 
twenty billion dollars per year. Current fiscal restraint is 
likely to moderate only slightly the rate of import growth as 
numerous major projects approach their most import-intensive 
stages. On the services side of the ledger, the extensive 
reliance on foreign workers, from highly skilled engineers 
and professors to manual laborers, seems unlikely to 
diminish. Increased oil revenues are more likely to 
eliminate the need to dip into reserves to finance ongoing 
projects than to lead to another massive accumulation of 
foreign assets. 


OUTLOOK 


With reserves and “other assets" sufficient to cover almost 
two years' government expenditures or three years‘ imports, 
the financial position of Saudi Arabia remains one of the 
strongest in the world. The rapid movement of the government 
budget and current account toward balance, after years of 
huge surpluses, was a healthy development for both Saudi 
Arabia and the world economy. The 1978 downturn in oil reve- 
nue was temporary but has had the salutary effect of focusing 
attention on fiscal management. Since 1975 the Saudi 
government's major economic policy objective was to eliminate 
bottlenecks to absorptive capacity and to throttle inflation. 
The exercise has been very successful, paving the way to 
sustainable rates of growth with minimum price rises. The 
current objective seems to be one of heavy concentration on 
fiscal management, unnecessary during the past few years when 
current revenues vastly outstripped the ability to put them 
efficiently to use for domestic development but now more 
important as current inflows more closely match outflows. As 
revenues increase and development progresses over the next 
few years, the lessons learned as a result of these problems 
will serve the Kingdom well in its drive to modernize and 
develop. 
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IMPLICATIONS FOR THE UNITED STATES 


Even during a period of increasing competition and rising 
cost consciousness, this market remains the most promising in 
the Middle East and the seventh largest in the world for U.S. 
exporters. The Kingdom will have to import the bulk of what 
it requires for development for at least the next decade. 
Private sector imports will probably be most active in the 
short term, though somewhat less concentrated in the 
construction materials field as supply in the housing sector 
has moved into closer alignment with demand. On the govern- 
ment side, reports of slowdowns in negotiations, contract 
awards and project implementation point to a _ temporary 
cooling of demand stemming from a more careful review of 
projects. However, the public sector will remain the prin- 
cipal client over the long pull and U.S. firms should not be 
discouraged by a lack of willingness at this time to proceed 
with projects at the most expeditious pace. 


Best prospects for U.S. suppliers to Saudi Arabia include: 
turn-key operations for light manufacturing or assembly; 
business equipment including computers and _ peripherals; 
finished materials for building construction; equipment for 
materials handling; electrical power; communications; health 
care; educational training systems; industrial maintenance; 
drilling for hydrocarbons and water; aviation and avionics; 
air/water filtration and purification; refrigeration; navi- 
gation and traffic control; dry-lands agribusiness tech- 
nology; household and institutional furnishings; and consumer 
goods new to the market, such as convenience foods, luxury 
and leisure goods, and decorative items. 


Doing business in Saudi Arabia is not easy. Persistence, 
patience and tact are indispensable, and sound business 
practices are as applicable in the Kingdom as in the United 
States. Catalogs and company literature will not sell the 
product here as they may elsewhere. Nor will a flying visit 
of but a few days. This market is best sold by perseverance. 
Aside from the general familiarity with U.S. goods and the 
eased entree this offers to U.S. firms, the Saudi market is 
wide open. U.S. firms should, however, be prepared to 
respond quickly and to expect tough competition, particularly 
on delivery terms, from European and Japanese companies. 
Joint ventures with majority Saudi participation benefit from 
tax advantages and are not subject to limitations imposed by 
Saudi agency law. The government encourages maximum 
participation by Saudi firms (including those with foreign 
partners) in development projects. Many foreign firms have 
decided that the joint venture route is the best way to 
assure a permanent presence in the Saudi market. 


* U. S, GOVERNMENT PRINTING OFFICE: 1979—281-058/121 











